Abstract. In this paper we provide an account of most of the passive labor market policies (unemployment compensation, social assistance, state social support and the pension system) in the Czech Republic during the 1990-1996 period. The eligibility requirements and benefit levels are described in great detail. Using Labor Force Survey data, we compare the characteristics of unemployed people receiving unemployment benefits with those receiving social assistance and those not receiving any benefits and we find significant differences in their characteristics. Finally, we provide an analysis of the work disincentive effects of the unemployment and social assistance benefits by comparing these benefits to market wages and by analyzing the effect of being in the system on the duration of unemployment of two cohorts of unemployed in 1994 and 1995. We find that social assistance benefits are fairly generous for low income families with more children, individuals with these characteristics have a higher probability of receiving social assistance and they tend to stay unemployed longer than those people with relatively fewer dependants. We conclude that the social assistance scheme seems to be having some disincentive effects for at least one group in the population.
Introduction
This study contributes to our understanding of the work incentive effects of the income maintenance schemes for the unemployed in the Czech Republic. It begins by updating the description of structure of social assistance and unemployment compensation presented in Terrell and Munich (1996) and proceeds with an analysis of the characteristics and labour supply behaviour of the persons taking part in these schemes. We would like to know to what extent people on these income maintenance schemes differ from other unemployed people and whether or not people in these schemes are more likely to stay unemployed longer than those who are not taking part in these schemes.
More specifically, we begin in Part I by briefly reviewing the structure of the various income maintenance schemes, namely unemployment benefits, social assistance, social support and pensions, with special emphasis on the changes introduced at the beginning of 1996 (Sections 1 and 2). We then take a look at the relative magnitudes of the benefits and their potential incentive effects in Section 3. In Section 4, we describe how the systems are financed.
In Part II we proceed to analyse the characteristics of the people receiving unemployment benefits and social assistance. We begin in Section 5 by discerning the magnitude of the population receiving income support of each type and the extent to which individuals rely on both schemes vs. just one. We then compare the characteristics of unemployed people supported by these two systems and ask to what extent do they differ. We rely on the results from our analysis of Labour Force Survey (LFS) quarterly data over the 1994-1995 period as well as the results of one other study based on a smaller more specific survey. In Section 6, we assess the relative impact that these two programs have on the probability of leaving unemployment by estimating hazard functions with LFS data on two cohorts of unemployed individuals in two years (1994 and 1995) . We draw conclusions and delineate the resulting unanswered questions in Part III.
introduced in [1991] [1992] [1993] [1994] , and a new and substantially revised social assistance system was partially passed by the Parliament in 1995. Parts of it (e.g., parental benefits) came into effect in October 1995 while other parts (e.g., child allowances) came into effect in January, 1996. Reform of the remaining old schemes is still being drafted and is expected to be presented to the Parliament in 1997.
The new social assistance system aims to cover a wide range of causes of social necessity. It is composed of three major norms: the first -Social Assistance -supports those who are in a financial or social need and are unable to raise the income themselves or with the assistance of their family; the secondState Social Support -provides benefits for families raising children; and the third -Social Insurance -provides social security through a pension system, sickness and employment-injury benefits.
Social assistance
Law no. 23[1991 establishes the right for everyone who is in material need to "assistance as is essential for ensuring the basic living conditions with the proviso set by law." Following this, Law no. 463/1991 established the minimum living standards (MLS) . Anyone whose income is determined to fall below the MLS is eligible for social assistance benefits equal to the difference between their income (in the last six months) and the level of the MLS. (See the appendix for a more precise definition of how the household income is calculated.). A household has to re-apply for social assistance (SA) benefits every six months and in principle is entitled to these benefits as long as its income fails short of the MLS. Any unemployed member of the household must be registered at the district labour office in order for the household to be eligible for SA benefits.
The MLS is uniform across the country despite the presence of significant regional differences in the cost of living. Since the cost of living is, in general, lower in high unemployment regions, the uniform social assistance benefits might thus discourage job search in particular in these low-cost districts. 5
The levels of MLS for different categories of individuals and households are presented in Table 1 . For each person his/her MLS is computed as a sum of two parts: i) the personal minimum, which is a function of age; and ii) the household minimum, which is a function of the number of individuals living together as a household. MLS for individuals with particular needs (e.g. The health problems) is further increased by 600 CZK per month.
The MLS levels are indexed on a regular basis. Until 1995 they were changed whenever inflation (measured by the CPI) had risen by more than 10% since the previous indexation. Since January 1995, the threshold of inflation was decreased to 5% reflecting the fall of the aggregate inflation level in the country. According to the law, the extent of indexation should "take into the account the extent of the cost-of-living increase," but no exact guidance is provided. The size of the increase is thus fully at the discretion of the government. Up to now, the rate of increase of the MLS has been equal to the changes in the CPI index. Note: Both the individual and the household minimum are changed by the government decree whenever the consumer inflation exceeded a pre-specified level since the last increase. See the text for more details.
State social support
The goal of the new social support system, 6 which came fully into effect in January 1996, is to make the benefit structure more consistent with the operation of the market economy. The main objectives pursued by the government in reforming the scheme can be summarised as follows:
9 change in the mechanism of benefit disbursement 9 greater emphasis on means-tested schemes 9 targeting of benefits primarily towards poorer families 9 clarification and simplification of the eligibility criteria and application process 9 unification of all types of the benefits paid to families with children under one legal norm, reduction in the number of different benefits and rationalisation of their structure 9 introduction of allowances in response to new social problems (e.g., benefits covering travel expenses and housing expenses)
The need to change the system of benefit disbursement followed from the transformation-related increase in the number of employers. Under the previous system, all these benefits were physically disbursed by the employers.
As the number of employers grew from about 8,000 in 1990 to more than 33,000 in 1995, the control and administration of this system became unmanageable. Furthermore, unemployed, self-employed and employees of small enterprises received their benefits at the district level offices of the Social Assistance Administration. Hence, there were two distinct ways of disbursing and administering the system implying further control problems. It was decided that all the eligibility decisions and disbursement of the benefits would be administered by the state at the district level.
Prior to the current system, families were entitled to the whole package of family benefits, irrespective of their income. The original draft of the new social support system proposed that all the family benefits would be meanstested (with the exception of foster-parent care benefits). However, the resulting law passed by Parliament contains both means-tested and non-tested benefits. Minimum living standards serve as a basis for the determination of both the eligibility for and amount of the family allowance. This way, both the levels of the benefits and the eligibility criteria are automatically indexed whenever MLS's are changed.
Social support benefits are paid to all persons residing on the territory of the Czech Republic. This means that the permanent residence of a person and not his/her nationality is decisive. Hence, foreigners with a long term legal residence status are also eligible.
We now turn to the description of major benefits comprising this system.
Means-tested family benefits.'7
i) child allowances -supplementary income for the purpose of raising a child.
Level of benefit:
From January 1993 to October 1995, the amount of the monthly allowance was only a function of the age of the child, ranging from 340 CZK (for a child less than six years of age) to 490 CZK (for a child over 15 years of age). 8 Since October 1995, the size of the benefit depends also on the household income. Eligibility: Families with income of up to triple the MLS for their type of family are eligible for some allowance. If the total income is less than 1.10*MLS for their family type, the benefit equals 0.32*MLS of a child for each dependent child. Families with income in the range of 1.10-1.80*MLS are eligible for 0.28*MLS of a child for each dependent child. Families with income in the range 1.80-3.00*MLS are eligible for 0.14*MLS of a child for each dependent child. Entitlement lasts as long as the child is dependent. A parent has to re-apply each year and the family income during the preceding year is tested. A dependent child is defined as any unmarried child under the age of 26 years as long as he/she is a student in a defined type of secondary or higher educational institution or cannot (due to a long-term sickness or disability) earn any income. A person under the age of 18 who is registered as unemployed and not receiving unemployment benefits is considered to be a dependent child. (A married person can be a dependent child only if that person is married to another dependent child.) A family with two children (6 and 12 years of age) and with a net average See below for the definition of income for the purpose of means testing. 8 Before 1993 the allowance was a function of the total number of children in the family, where the marginal increment was positive.
monthly income in 1994 of 10,647 CZK (= 1.3*MLS in January 1996) was eligible for a child allowance of 409 CZK for the younger and 484 CZK for the older child. These allowances thus comprised an addition of about 8.4% to the net income of this family. The share rises dramatically for the lower income households. A household earning 75% of its MLS (6,143 CZK) qualified at the same period for a total allowance of 1,021 CZK or some 17% of its net income. Such a family would also qualify for social assistance since its income, even after adding the children allowance, was still below the MLS for that family. The additional SA benefit would be 1,027 CZK.
ii) social allowance when earing for a child -additional supplementary income for raising a child. Eligibility: a family with at least one dependent child and having an income below 1.6*MLS. Entitlement." the length time the family's income is below 1.6*MLS and the child is still a dependent. A parent has to re-apply quarterly. The income of the preceding quarter is tested. The level of the benefit is defined as follows:
MLSI*I MLS2* 1.6
where: SA = social allowance when caring for a child MLS1 = sum of individual minimum living standards of all dependent children MLS2 = minimum living standard of the family (sum of individual standards and household minimum) I = family income The benefit is scaled up further when either the children or the parents are sick with a long-term illness or disabled, or when the household is formed by a single parent (the scaling coefficients are different for each situation). Hence, the family in the previous example for child allowances would be eligible for an additional 559 CZK per month for the duration of one quarter. If the older child in this family were sick with a long-term illness, the family would instead be eligible for 730 CZK per month.
iii) benefit to cover housing expenses -Eligibility: A household is eligible when the joint income of all persons permanently residing in a fiat falls below 1.4*MLS for this type of a household, irrespective of the ownership type of the flat (also inhabitants of the self-owned fiats are eligible) and irrespective of the actual housing expenses. A household has to re-apply quarterly and the income of the preceding quarter is tested. The level of the benefit for the house defined as follows:
HB = MLSh
MLSh*I MLS* 1.4
where: HB = housing benefit MLSh = household minimum (part of the minimum living standard related to the household expenditures) MLS = minimum living standard for the household (sum of individual standards and household minimum) I = household joint income (iv) benefit to cover transportation expenses -is a benefit introduced after the subsidies to pupil and student transport fares were phased out. Any dependent child studying in a municipality different from his/her permanent residence municipality is eligible. Families, where children did not complete compulsory schooling (9 years), are eligible for the benefit irrespective of the family income. If a dependent child studies at the secondary or higher educational institution, only a family with income below 2.0*MLS is eligible. Construction of the benefit level is very detailed and the resulting sum depends on the type of a school attended and regularity of transportation (daily, weekly, etc.) . Entitlement is established yearly.
Non-tested family benefits:
i) parental allowance -a payment to a parent caring personally full-time for a child under the age of four or a handicapped child under the age of seven.9 I.e., the child must not be placed in nursery, kindergarten or any other institution for pre-school children. A parent is eligible for the benefit if he/she does not earn any income and does not receive health insurance or maternity leave benefits. The only exceptions are when the net income earned by the parent is less than or equal to his/her personal MLS or if the employment contract implies no more than two hours of work per day. In 1994 the maximum benefit was defined as a lump sum and represented 79% of the minimum wage. Currently, the size of the benefit is defined as 1.1 times the personal MLS of the parent. As of October 1996 the benefit was 2,112 CZK or 84% of the minimum wage.
ii) benefit at the birth of a child -is a one-time benefit provided upon the birth of a child. The size of the benefit is a multiple of the individual MLS of a newly born child (currently 1,410 CZK) and depends on the number of children born simultaneously, rising nonlineady. 1~
iii) foster care benefits and benefits for families of conscripts -Foster care benefits include allowance covering the individual nutrition needs of a child, remuneration for the foster parent, one-time start-up allowance (equivalent to the benefit at birth), allowance for buying a motor vehicle (70% of the price with a maximum limit when caring for at least 4 children). Children of military conscripts and their spouses caring for a child below the age of four are eligible for the benefit of 0.67*MLS for their respective individual needs. iv) lump sum funeral benefit -is paid to a person that organised a funeral and is fixed at 3,000 CZK.
All of the social support benefits are non-taxable but are included in the income of a household applying for the income support under the system of Social Assistance.
Social insurance
An exhaustive analysis of the Czech social insurance system is obviously beyond the scope of this paper. Hence, in this section we briefly review the recent 9 Before 1995:3, the child had to be less than three years old. 10 The benefit for the birth of a child is 4.0*MLS when one child is born, 5.0*MLS per child when two children are born and 9.0*MLS per child when three or more children are born. changes in the system of old-age pensions and maternity-related benefits, in so far as they influence the functioning of the labour market.
Support in maternity
Maternity benefits -women can receive 28 weeks of maternity leave (37 weeks for single mothers) with a benefit equal to 69% of their gross daily wage for the full calendar month (30-31 days). The upper ceiling for the daily wage is set at 270 CZK, thus the implied monthly ceiling is at 8,100-8,370 CZK (for 30 and 31 days, respectively). A woman can therefore receive as much as 5,589-5,775 CZK in benefits which are non-taxable. This is more than 2.5 times the minimum wage or 78% of the average wage in 1995.
Income equalising benefit during pregnancy and maternity -is paid to a either pregnant woman or a woman who has delivered a child within the last nine months who cannot for the reason of pregnancy or maternity perform her original work and is transferred to a different post with lower wage. The benefit is equal to the difference between the original wage before her transfer to a different post and her wage after the transfer, with the maximum for the pre-transfer wage set at 270 CZK daily.
Pension system and early retirement arrangements
The current pension system is financed on a pay-as-you-go basis and faces problems of population ageing similar to those in all developed countries with pay-as-you-go pension schemes. The government has so far addressed these problems by reforming the pay-as-you-go system and by introducing the possibility of private pension co-insurance. In January 1996 the new Pension Insurance Bill which came into effect changed the retirement age, the conditions of early retirement and the calculation of the pensions.
Pension benefit: Under this new system, the old-age pension consists of two parts which are both regularly indexed: 9 a fixed lump sum to which every pensioner is eligible (920 CZK, and as of October 1996, 1,060 CZK per month); 9 a portion related to the pensioner's previous contributions. Simplifying, one can say that this portion is equal to 1.5% of the average gross monthly salary (currently averaged over the last ten years of work and scaled up according to the recent wage inflation) times the number of years that the pensioner paid insurance. 1
During the next ten years the pension for a newly retired will be calculated according to both the new and the old rules, the retiree will receive which ever is higher. Pensions are not taxed.
11 The resulting base average monthly salary is also progressively reduced according to a certain algorithm by which only a proportion of the salary less than 1 is taken into consideration in higher income brackets.
If a person wishes to continue working beyond the retirement age without collecting his/her pension, the pension rises by 4% for each year worked beyond the retirement age. When a pension is collected simultaneously with earnings from a secondary activity, the income earned in these activities cannot exceed two times the MLS during the first two years of retirement. The penalty is withdrawal of pension benefits. After the two years, there is no limit on the income earned simultaneously with collecting a pension.
The average (net) pension in 1996 was equal to about 44% of the average gross wage and about 56% of the average net wage, while in 1989 the respective numbers were 50~ and 64%. As with the MLS levels, both parts of the pension are regularly indexed whenever the consumer price index has risen by 5% since the last indexation. In practice, pension indexation exceeds consumer price inflation but is lower than the nominal wage growth. (Until now, about 2[3 of the gap between the two has been closed by the indexation). Gradually, the indexation is envisaged to increase the relative importance of the lumpsum portion at the expense of the contribution-related portion. The state financed pension system is thus expected to play more and more a solidarity role, while the insurance (income replacement) function will be left to private co-insurance. 12
Retirement age: The new Pension Bill is raising the age of retirement incrementally until the year 2007. For men, the retirement age of 60 years (in 1995) is being raised by two months every year. For women the retirement age in 1995 was between 53 and 57, depending on the number of children raised. These ages are being increased every year by four months. Hence, in 2007 the retirement age should reach 62 years for men and 57-61 years for women.
Early retirement: Rather generous regulations concerning early retirement were introduced in 1988 and were tightened only at the beginning of 1993. The 1988 regulations did not impose minimum unemployment criteria for early retirement, nor did they prevent pensioners from combining pensions with earnings from secondary activities. The regulations were changed in 1993 and then again in March 1994. Under the new comprehensive law, people who retire early can not work and draw a pension simultaneously. A person has to be registered as unemployed in the district Labour Office for at least 180 days before he/she can retire early. For those who retire less than two years before their legal retirement age, the pension benefit is lowered by 1% of the base for each 920 day period remaining between the age of retirement and the official retirement age. The pension benefit is then recalculated according to the general rules when the person reaches the official retirement age. For those who retire voluntarily two to three years prior to the official retirement age, the 'regular' pension is lowered by 0.6% for each 90 days and its level is not changed once the retirement age is reached. No pensions are given to those who voluntarily retire more than three years prior to their retirement age. 13 ~2 There are currently some 40 private pension funds in the Czech Republic with the total of 1.3 million people insured (about 25% of the labour force). 13 An amendment to the Pension Insurance Bill that further relaxes conditions for the early retirement has been recently passed by the Parliament.
Relative magnitudes of the benefits and their incentive effects
The incentive effects of the passive labour market policies on labour market decisions can be inferred by comparing their magnitudes to the mean wage or the minimum wage. 14 As the numbers in Table 2 indicate, the MLS is relatively high compared to the unemployment benefit. In 1992 a person living alone could receive 1,700 CZK as social assistance or if unemployed would on average receive 1,450 CZK as an unemployment benefit. The social assistance for large families appear to be higher -a family of four could receive benefits equal to between 103% and 118% of the average gross wage in the economy and not work. For low income workers this might be an attractive option.
The pitfall of any such comparisons, however, lies in the fact that no benefits are taxed. The tax code in the Czech Republic is relatively complicated and it is not possible to infer the average net wage from the gross wage data published by the Czech Statistical Office. A number of tax deduction allowances (e.g. children, spouse, transportation expenses, etc.) complicates these estimates. Usually, it is assumed that the net wage represents on average about 78% of the gross wage. 15 When this rule of thumb is applied to the data in Table 2 , the MLS for the four member household in 1992 becomes 151% of the average net wage.
An important point drawn for the statistics in Table 2 is that both the unemployment benefit and social assistance benefit have fallen as a proportion of the average wage since 1991. The maximum unemployment benefit fell from 92.4% of the average gross wage in 1991 to 40.4% of the average wage in 1995 and has risen slightly in the first half on 1996 to 43.8%. The average unemployment benefit has also declined substantially but most of it came in 1992. Average benefits were 49.3% of the economy-wide average wage in 1991, 31.6% in 1992 and bottomed out at 25.2% in 1995. As with the maximum benefits, the average level rose in the first half of 1996 to 32.9% of the economy-wide average wage. The MLS has also declined, but not to the extent that unemployment benefits have. Their decline has been however more steady. The MLS for an individual living alone declined from 37% of the average wage in 1992 to 29% in the first half of 1996. The MLS for a family of two adults and two children began at 118% of the average wage in 1992 and was 90% of the average in the first half of 1996. Hence the overall conclusion from the table is that in general passive benefits have eroded visa vis the market wage. Moreover, the value of the unemployment benefits has fallen relatively more than the MLS.
In Table 3 we present data on social support benefits post-reform, in June 1996. The data indicate that the relatively high level of income defining eligibility for the social support benefits (e.g., in the case of the child allowances up 14 In addition to the minimum wage (which is largely an accounting coefficient for calculating the state contributions to the health care and other funds for the unemployed, children and pensioners), the employment legislation defines the so-called minimum tariffs. These are dependent on the tenure of a worker, his education and a type of job and are applied in the firms with no collective agreement between the trade union and employer on wages. No employee can earn a wage lower than the minimum tariff. Depending on the level of education the minimum tariffs for persons with no experience currently range between 2,340 and 5,350 CZK. Hence the current minimum wage of 2,500 CZK is low in comparison to the minimum tariff. 15 See for instance Bastyr et al., 1995 . 1 Data presented for a particular month rather than for the entire year because a household can be recipient of the benefit only for some part of the year due to the means testing. 2 Foster care allowances represent the aggregate of four different benefits paid to foster parents. 3 Number of recipients represents households that were eligible since May 1996 and whose eligibility was established in June 1996. 4 Total expenditures are actual expenditures on benefits in June, i.e. including the expenditures on benefits paid retrospectively to those whose eligibility in previous months was established only in June. For this reason we cannot use the data in the table to establish accurately the average benefit where it was not available.
to triple the MLS of the family) results in a large number of benefit recipients:
3.6 million in June 1996 or one-third of the population. Hence, the original aim of targeting benefits primarily towards poorer families has thus been compromised. The most widely received benefit (over 2.2 million recipients) is the child allowance. Approximately 86% of all the dependent children in the country received a child allowance in June 1996, of which 47% were eligible for the highest level of allowance, 41% were eligible for the middle level and 12% for the lowest one. Moreover, one-third of the families with children (about 561,000) qualified for the supplementary social allowance. The number of children eligible for this allowance clearly varies during the year whenever the MLS's are changed. According to the estimates of the Ministry of Labour the share of eligible children receiving these benefits should vary within 70-86% of all children. Despite a stable downward trend in the number of newly born children since the start of the transition, the number of parents collecting a parental allowance rose as a result of the prolonged entitlement to this benefit when the cut-off age of the eligible child was raised from 3 to 4 years. While in January 1996 some 295,000 parents qualified for this benefit, the number rose to 309,000 by June 1996. This nearly 5% increase can be attributed solely to the prolonged entitlement. The average benefit (which is untaxed) represented 21.4% of the economy-wide average gross monthly wage. The data since the beginning of transition suggest that women fall into unemployment disproportionately and tend to stay unemployed longer than men. The problem might be further exacerbated by this incentive for longer career breaks, which is likely to be used predominantly by lower-income less-educated women. Despite the above-mentioned qualifications, the 1996 reform of the social support system was nevertheless a step in the right direction, as it attempted to target benefits towards the needy. In 1995, when the reform of the social support scheme commenced, the non-tested benefits represented some 76% of the total spending on social support. By mid-1996 this share had fallen to 30%. The share of social transfers in the total household income changed over time, depending on the overall family income. While the share of social transfers to average income households with children fell during the last 2 years by 2.4 percentage points, this share rose by 5.3 percentage points for the low-income households with children. For these low-income households social incomes (defined to include social assistance, social support, pensions and sickness benefits) represent about 40.8% of their total income in 1996.
Incentive problems related to the UB and SA systems are, however, further exacerbated by the fact that the SA benefits do not readily distinguish between those who work and receive an income insufficient to finance basic needs and those who depend on the state without working. The transition from one system to another often does not entail any loss of income. As our simulations presented in Tables 4-6 show, the effect of exhausting the UB eligibility is felt only in certain types of households. In the single adult person family type this transition affects replacement rate only in the highest income brackets (for those initially earning wages above the economy-wide average) 16 Movement from the UB to the SA benefits does not affect families with only one working spouse under a wide range of assumptions about his income. These families experience a sizeable drop in income already when this spouse becomes unemployed due to the existence of the upper ceiling on UB and they immediately qualify for the SA benefits from the very start of the unemployment spell. Only for the two-earner families with children the replacement rate falls significantly after the UB eligibility has been exhausted. Overall, the job search incentives are thus present primarily after the transition from employment to unemployment when a significant income loss is experienced. Replacement rates are highest for low income families with one working spouse and for the low-income single adult households. As the unemployed from lowincome families are subject to greater risk of long-term unemployment, and as in the typical Czech household both adults are working if children are above the age of 3-4,17 this low UB/SA transition effect may further inhibit job search incentives. ! 6 Note that about 60% of employed earn currently wages below the economy-wide average. z ? Until then a non-working parent qualifies for the parental benefit. Source: own calculations.
Notes:
1 Any person whose total income falls below the minimum living standard is eligible for the social assistance benefits. Therefore, a person earning 75% of the MLS and having no other source of income would have in reality applied for the SA benefits. Therefore, the effective replacement rate for such a person would have been 100%. 2 We assume that the reported wage is the sole source of income for this household. 3 4,335 CZK equals 1.5 times the MLS for an adult in a 1 person household and hence represents the maximum UB level. 4 The economy-wide average gross wage in the second quarter of 1996 (latest figure available) was 9,119 CZK, the rough estimate of the net wage is thus about 7,100 CZK.
Financing the passive benefit system
All social transfers and polices are financed from the general state budget with the sole exception of health care. Nominally, these transfers are financed by the contributions from the wage bill which are split between the employers and employees. All these contributions become at present de facto a part of the state budget and represent a significant additional cost burden for the employers. The worker's compulsory contributions are 12.5% of his/her gross wage: 6.5% for social insurance (pensions), 4.5% for health insurance, 1.1% for sickness benefits and 0.4% for employment policies. Employers further contribute 19.5% of the wage bill for social insurance, 9% for the health insurance, 3.3% for the sickness benefits and 3.2% for employment policies. The overall burden is thus as high as 47.5% of the gross wage bill. These high mandatory payments are thought to affect significantly the competitiveness of Czech enterprises. The possibility of separating the financing of social insurance from the state budget has been widely discussed. Proposals to this effect were advanced both by trade unions and by employers, and were backed by several political parties. The new coalition agreement signed after the June 1996 elections to the lower chamber of the Parliament includes a commitment by the coalition partners to separate financing of the pensions from the state budget into a separate pension insurance fund. Currently the budget revenue collected from the pensions contributions exhibits surpluses over the pension expenses (in 1995 estimated at 2 billion CZK) but due to the ageing of the population and only a moderate increase in the retirement age, these surpluses are expected to vanish in the coming years. Currently, the surpluses are used to finance other types of social transfers. All of the schemes described in Section 2, and indeed all social programs, except the health care, are administered by state bodies whose directors are appointed by the minister of labour and social affairs. There are no special separate supervisory bodies. All the eligibility decisions and disbursement of the social support benefits are administered by the district-level state administration in the case of social support benefits and municipalities in the case of social assistance benefits.
The majority of the expenses related to social assistance are financed from the district-(municipality-) level budgets. Part of them is covered by the district authority's revenue and the rest by the lump-sum subsidy from the state budget. The actual spending on non-mandatory items (maintenance of social care institutions, investments, etc.) is controlled exclusively by the local authority and the central government has no influence on the way the subsidy from the central budget is being spent as long as the spending covers social assistance-related expenses. Investment expenditures related to, for instance, the construction of institutions caring for the aged and disabled are typically covered from the local budgets. Expenditures on social assistance and social support benefits are practically fully covered by the central subsidies. Each district authority is assigned a special account at the Central Bank, which is used for the disbursement of the benefits, and is provided with as much funds as is needed to cover the amount of benefits for which the eligibility was established. Given these rules, the funding of the programs is essentially openended without any upper ceiling as far as the social support or social assistance benefits are concerned. Administrative costs are split between the central authority (Ministry of Labour and Social Affairs) and the district or municipal authorities.
Part H. Characteristics of the benefit recipients
In this part of the paper we establish the characteristics of the recipients of social assistance benefits and unemployment benefits and address the following questions: To what extent are the two sets of recipients distinguishable from each other in terms of demographic characteristics or household composition? If they are identifiable by some observable characteristics, this might assist analysts in understanding why these groups are receiving different types of benefits and hence help find solutions for getting them off these schemes and into work. On the other hand, the characteristics may reflect "self selection" resulting from the incentives of the schemes. The second question addressed in this section is to what extent these support schemes create incentives that prolong unemployment? Do people in the different benefit groups have different probabilities for staying unemployed vs. leaving unemployment for a job or to exit the labour force?
Are recipients distinguishable by type of benefit?
As discussed above, social assistance benefits are determined by the income, size and age composition of the members of a household. Hence in order to address the question of what distinguishes social assistance recipients from others, it is necessary to carry out the analysis at the household level. However, since unemployment benefits are given to individuals, analysis of the incentive effects of this program should be carried out for individuals. In this section, we gather information on SA and UB recipients from both the existing literature on household analysis of social assistance recipients and our own analysis at the individual level using Czech Labour Force Survey data.
Household analysis
Data on social assistance recipients are very difficult to obtain. The major problem of data collection is that the social assistance registers are not computerised to the same extent that the unemployment registers of the district Labour Offices are. The social assistance registers contain information needed to assess the eligibility for a social benefit, hence data on educational attainment and professional status of a client and other members of a household are minimal. Household income is recorded only when a household applies for means-tested benefits. Furthermore, there is no -or at best very little -linkage between the records kept by the Social Assistance Offices and the district Labour Offices. Nation-wide or regional-level data on the structure of social assistance recipients are thus practically impossible to obtain in conventional ways. In order to be able to analyse the characteristics of the households receiving social assistance, the Czech Ministry of Labour and Social Affairs sponsored a study by the Research Institute of Labour and Social Affairs. This section presents some fragmentary evidence obtained by the survey carried out by this institute in 1993-1995.18 The major problem of the survey, which is well acknowledged by the authors, is the non-random nature of the sample. The survey was carried out in only three districts of the country (Mlad~i Boleslav, Louny and Havlickuv Brod). These districts have "average" demographic structure (in terms of the age and economic activity of the population) and their choice ensured that the resulting sample contained respondents from both industrialised and agricultural districts as well as from districts with average (Havlickuv Brod), belowaverage (Mlad/t Boleslav) and above-average (Louny) unemployment rate. These three districts were also selected for the higher quality of their registered data. The sample selection ensured that recipients of each type of social assistance benefits would be evenly represented in the sample. This of course means that the recipients of the less common types of benefits were over-represented in the sample. The final sample included 1,002 households. Since the aggregate data on the structure of social assistance recipients are not available, it is very difficult to judge the country-wide representatives of this sample.
The results of the survey shows that families with an unemployed member and who are receiving social assistance tend to have a woman (usually the is The following text is based on Kucharova and Lhotska (1993), Kucharova and Petrova (1995) . wife) registered: about 78 percent of the registered recipients are female. This reflects the fact that a woman is typically applying for the benefits on behalf of her household. The recipients cannot be distinguished from the rest of the population by their age. However, their educational attainment is very low. Some 60 percent of the recipients have completed only primary education (9 years) and 25 percent have an apprenticeship training, without taking the final examination.
Despite the fact that at the time when the survey was carried out the unemployment rate was 3.1 percent in Havlickuv Brod and 7.1 percent in Louny, the frequency with which families quoted unemployment as the (main) explanation for being on welfare benefits was similar in the two districts. One reason is probably that unemployment per se is not the exclusive cause for falling into the social safety net. In 83 percent of the households another factor besides an unemployed member was present, the most common secondary reasons were: low income of a partner (13 percent), disabled or very old member of a household (13 percent), incomplete family (15 percent).
There is a subgroup that is very dependent on social assistance. Almost one-fifth (18 percent) of the sample had registered more than once for social assistance. Within the 'current' registration, 11 percent of the sample had been registered for over two years and another 37 percent had been registered for one to two years. One-fifth of the households had two or more members unemployed; these households were more than likely totally dependent on social assistance.
About 72 percent of the households with an unemployed member and receiving social assistance benefits were simultaneously collecting unemployment benefits. The unemployment benefits was a significant portion of total household income (31 percent) and it formed on average 54 percent of the social income of the household. These households were generally more dependent on social assistance and had lower incomes than the average household in the sample. Social assistance comprised over half (57 percent) of the household income of the households with an unemployed member and only one-third of the income of all households. The average total household income -including social assistance and unemployment benefits -for households with an unemployed person was 6,605 CZK whereas the average total income for all households receiving social assistance was 7,053 CZK. The average per capita income was 1,894 CZK (2,272 CZK respectively).
Individual analysis

Descriptive analysis
In this section we analyse the characteristics of unemployed individual receiving social assistance vs. unemployment benefits using the Labour Force Survey (LFS) data (as opposed to the administrative data of those registered as unemployed in the district Labour Offices). 19 Following the International Labour Office guidelines, we classify an individual as unemployed if he/she is: a9 These surveys have been administered by the Czech Statistical Office at quarterly intervals since the summer of 1993 and cover approximately 1% of the households in the Czech Republic. Source: Czech Labor Force Survey, weighted full sample Population of age 15+ number in thousands a) not working in any paid job during the week prior to the survey week and b) seeking work during the last 4 weeks prior to the survey and c) ready to take a job within the next two weeks. Naturally, some portion of these unemployed are registered in the district Labour Office (LO). We begin by presenting calculations of the incidence of unemployment in the working age population using the LFS data and the ILO definition of unemployment. We also show the proportions of the unemployed that are registered and not registered at the district LO. We then show the relative prevalence of unemployment benefits (UB) vs. social assistance (SA) among the unemployed that are registered. 2~ We finish the section with an analysis of the demographic characteristics of each group to learn to what extent they differ and hence address the question: can an individual's characteristics be used to predict which benefit group he]she is in? Table 7 presents the distribution of the working age population (15 years and over) by labour force status in the first quarters of 1994, 1995 and 1996. It shows that the stock of unemployed people represented only between 2.1 and 2.5 percent of the working age population over this period. The shares of the population that were employed or out-of-the labour force remained fairly constant (about 61 and 37 percent, respectively). Thus the trends which were observed over 1990-1993 -declining proportion of employed and rising proportion out-of-the labour force -seems to have stabilised in 1994 -1996 . (See OECD, 1995 14-17 for the 1990-1993 figures.)
As seen in Table 7 , the vast majority (about two-thirds) of the unemployed are registered in the district LO in 1994 and 1996. (The proportion declined 2o Although we know that it is possible to receive UB and SA simultaneously, the Labour Force Survey question does not allow people to answer that they are receiving more than one type of benefit. Hence, a person answers that they are either receiving SA or UB. somewhat 1995.) Of those that were registered, between 18 and 23 percent received unemployment benefits, between 35 and 43 percent received SA and about 40 percent (38-42 percent) did not receive benefits. With the expansion of eligibility for unemployment benefits and the contraction of eligibility for social assistance (due to more means testing) in January 1996, one would expect there to be a slight redistribution of people toward unemployment benefits and away from social assistance in 1996 as compared to 1995 or 1994. However, the data in Table 7 do not support this hypothesis.
The relative shares of registered unemployed by benefits type are affected greatly by the duration of the unemployment spell. 21 For those who are unemployed for six months or less (short term unemployed) almost one-third are receiving UB whereas for the longer term unemployed, only 8 to 14 percent are receiving UB. A little more than one-quarter of the shorter term unemployed are receiving SA whereas among the longer term unemployed this share rises to over one-half. The proportion not receiving any benefits is larger for the short term unemployed (40-45 percent) than for the longer term unemployed (36-38 percent). Not surprisingly, there is an increase in the proportion that receive SA as the length of the unemployment spell passes six months since UB entitlement is for only six months. However, it is not evident why the proportion with no benefits seems to be higher in the first six months. We speculate that these are people who have not applied and/or are not eligible unemployment benefits in their first months of unemployment (because they received severance pay, etc.). This group seems to be larger than the group that has exhausted UB after six months of unemployment and is not be eligible for SA.
Returning to Table 7 , we note that the lion's share of the population that is out-of-the labour force is retired (pensioners). In 1990-1993 there was a substantial increase in the number of old-age and disability pensioners (131,000 people) according to the OECD (1995, p. 15). As we noted Section 2.3.2, the laws at this time allowed pensioners to work and receive pensions. During this period, disability and early retirement were used, in addition to layoffs, as a means to reducing the number of employees in firms and providing a safety net. In 1994-1996, this trend seems to have been reversed as the stock of pensioners decreased by 3,038 persons, either through death or return to the labour force.
Construction of panel data
In order to learn the extent to which unemployed individuals exhausted their unemployment benefits and moved onto social assistance vs. no benefits, we constructed panel data for cohorts of the unemployed using the LFS data. Since the LFS interviews two-fifths of the households in a given quarter over four consecutive quarters, it possible to construct annual panel data for individuals in approximately 11,000 households, z2 2x The authors are grateful to Mr. Jaroslav Kux for pointing out that in the previous version of this paper, the missing values referred to unemployed who were not registered in the district Labour offices. 22 The quarters are as follows: 1Q = November-January; 2Q = February-April; 3Q = MayJuly; 4Q = August-October.
The analysis in the following two sections is carried out on panel data for two cohorts of unemployed: one that entered the LFS sample in the first quarter of 1994 (449 individuals) and the other that entered the LFS sample in the first quarter of 1995 (512 individuals). We follow these individuals from the first quarter until they leave unemployment or until the fourth quarter of the year, whichever comes first. Since 68 (64) percent of the 1994 (199 5) cohort left unemployment for either employment or out-of-the labour force by the end of the year, it is not surprising that the average number of quarterly observations per individual is 3. 05 (3.10) in 1994 (1995) . 23 We categorised the number of changes in types of benefits observed among these two cohorts. We found that 80.3 percent and 84.5 percent of the respective 1994 and 1995 cohort samples did not change benefit or registration status over the period we observed their unemployment spell. This includes approximately one-third of the sample in each year that was 'not registered' at a district Labour Office. Between 15 and 17 percent changed status once and only 1 to 2 percent changed status twice. Among those who changed status, the most prevalent pattern was movement from receiving social assistance to not receiving benefits.
We were particularly interested in analysing the group that moved from unemployment benefits to social assistance. Unfortunately, only 1.4 percent in 1995 and 4.0 percent in 1994 were observed making this transition. Given the small sample size, we concluded that it was not possible to analyse this group separately. However we note that if this is representative of the total population, these results imply that a very small percentage of those with unemployment benefits move on to social assistance benefits in a given year.
In Table 8 , we present the means (and standard deviations) of selected demographic and unemployment-related characteristics during the first quarter for each of the two cohorts. The data is stratified by registration status and benefit category. Except for the unemployment rate, which is taken from district level administrative data, all of the characteristics are available from the LFS. The means in Table 8 indicate that for both years these four groups are not strikingly different. For example, there are no significant differences between the average age and average educational level of the people in these four groups. There are some differences in terms of gender and marital status: Although married women represent a much higher proportion of the people in all categories, they are an even larger share of the individuals in the 'registered and receiving no-benefit category' -48 percent in 1994 and 36 percent in 1995. 2~ The characteristic that most clearly distinguishes the four categories is, obviously, the duration of unemployment. 25 The average unemployed person receiving unemployment benefits has unemployment spells of about 4 months (4.6 in 1994 and 4.3 in 1995) whereas those receiving social assistance benefits are unemployed for about 11 months (10 in 1994 and 13 in 1995) . Clearly if most people begin their unemployment spell receiving unemployment benefits, then only the longer term unemployed will receive social assistance. The mean district unemployment rate does not seem to vary across 23 We have a minimum of two quarterly observations per person -the first and second quarter of each year. If the individual exited in the second quarter, two is the total number of observations we have. If he/she exited in the third quarter we have three quarterly observations, etc. 24 The values in the table are presented as proportions. 25 Note this includes the mean duration of both completed and censored spells of unemployment. benefit groups. However, it is striking that the non-registered individuals tend to live in regions with much lower unemployment rates (on average) than people with unemployment benefits or social assistance benefits. We created three 'household characteristic' variables for each individual: the ratio of the number of household members who are either dependants pensioner, or unemployed to the total number in the household. Dependants include children less than 15 years of age and spouses that take stay at home taking care of the family. What is remarkable, and consistent with the structure of the 
Explanation of variables:
age -in years education -in years married and single man and women -proportion of sample duration of unemployment -in months unemployment rate -quarterly district level household characteristics -proportion of household dependents -students + children + women on maternity benefit system, is that those who do not receive benefits have families with fewer dependants, fewer unemployed, and fewer retired persons.
We proceed below to estimate multinomial logits in order to learn if once the other characteristics are held constant, we can have a sharper picture of who is more likely to receive benefits.
Logit analysis
To what extent do personal and household characteristics and district labour demand determine whether an unemployed person is receiving unemployment benefits, social assistance benefits, or no benefits? To address this question we estimate a logit equation with data on the first observation of each of the two cohorts of unemployed persons. The left-hand-side variable has three categories: 1) recipient of unemployment benefits, 2) recipient of social assistance benefits; 3) non-recipient of any benefit (which is used as the base). As explanatory variables we have included:
9 Demographic characteristics age (years), age squared, education (years), dummies for a combination of marital status and sex to yield: married men, married women, single men (the base) and single women, * The duration of unemployment (in months), , A demand variable: the quarterly district unemployment rate (in percent) . Household characteristics: the number of dependants (children under 15 years of age and housewives) divided by the number of members in the household, the number of unemployed in the household divided by the number of members in the household, the number of retired/pensioners in the household divided by the number of members in the household.
As is well known, the interpretation of the logit coefficients is not straight forward and is best thought of as capturing the relative likelihood of being in each state. The marginal impact of a single explanatory variable on the probability can have a different sign than the coefficient. Hence in order to aid our understanding of the relative impact of various factors, we present the estimates of both the coeff• and marginal impacts evaluated at the sample mean transition probabilities. Tables 9 and 10 provide the means, coefficients and marginals (estimated at the means for the continuous variables and at 0-1 for the dummy variables) for the 1994 and 1995 multinomial logits predicting which benefit group someone is in. Non-recipients have been used as the base comparison group. Overall, the coefficients indicate that there are significant differences in the characteristics of unemployment benefit recipients and non-recipients and in the characteristics of those receiving social assistance versus no benefits. The estimated marginals presented in Table 9 suggest that in 1994 and 1995, a person is more likely to be an unemployment benefit recipient (compared to a non-recipient of any benefits) if he/she is younger (although the impact of age is quite small), more educated, single, with shorter unemployment spells and living in districts with higher unemployment rates. With regard to the household characteristics, in 1994 (but not in 1995) unemployed people in households with a higher proportion of dependants and unemployed tended to receive unemployment benefits. The proportion of retired members does not seem to be a determining factor in either year. In 1995 the only significant household characteristic is the proportion of unemployed members and its effect is negative on the probability that the individual is receiving unemployment benefits.
The estimates in Table 10 indicate that one is more likely to be a social assistance recipients than a non-recipient in 1994 if one is older, less educated, has longer unemployment spells, and has proportionately more dependants and unemployed members in the household. In 1995 none of the demographic characteristics mattered, nor did the duration of unemployment and the unemployment rate. The only significant determining factors in 1995 were household characteristics: those unemployed in households with proportionately more unemployed, dependants and retired people having a much higher probability of receiving social assistance.
The base probabilities for each group are presented at the bottom of Tables 9 and 10. To find the probability for any group or change in a characteristic, one simply needs to add the marginals of that group or characteristic. For example, the base probability is the probability that a single man with average characteristics receives unemployment benefits is 0. 260 (0.174) in 1994 (1995) . The probability that this single man would receive social welfare benefits is 0. 406 (0.451) in 1994 (1995) . Hence the probability that this single man is not receiving any benefits in 1994 (1995) is 0.334 (0.375). Single men with mean characteristics (31 years of age, 11 years of education, 4.5 months of unemployment, etc.) are most likely to receive social assistance, somewhat likely to have no benefits but they are unlikely to be receiving unemployment benefits. We conclude that the personal and/or household characteristics of the unemployed, as well as the duration of their spell are important determinants of benefit status. The next question we address is whether unemployment benefits or social assistance have negative work incentive effects. 6. Unemployment duration and the probability of exiting unemployment for UB vs. SA vs. NB recipients
In this section we determine whether, an individual receiving unemployment benefits is more or less likely to leave unemployment than an individual receiving social assistance or a non-recipient, ceteris paribus. We distinguish between exits to a job and exits out of the labour force. Using the entire data set for the two cohorts of unemployed (including the non-registered unemployed), we begin by calculating the probability that a person observed as unemployed in the first quarter of the year leaves unemployment by the end of the years to either employment (Pue) or out-of-the labour force (Puo) or stays unemployed (Puu). The flows out of unemployment were substantial during these two years: In 1994, a person who was unemployed in the first quarter had a 0.624 probability of leaving unemployment sometimes during the year for either employment (Pu~ = 0.491) or out-of-the labour force (Puo = 0.133). Similarly in 1995, the probability of exiting unemployment sometime during the year was 0.639 (with eue-~" 0.467 and Puo = 0.172). These flows from unemployment to employment were extraordinary in light of the Pue's for other transitional economies: 0.350 for East Germany, (Bellmann et al., 1995) , 0.033 for Russia (Foley, 1995) and 0.361 and 0.354 for Poland (Gora and Lehmann, 1995) . This helps explain the lower unemployment in the Czech Republic as compared to these countries.
We also calculated the transition probabilities for the registered unemployed, by benefit groups for 1994 and 1995. Clearly those who were receiving unemployment benefits were more likely than the other two groups to leave unemployment for a job sometime during the year, with probabilities of 0.640 in 1994 and 0.574 in 1995. People receiving social assistance were just as likely to stay unemployed as to leave unemployment for a job (with in 1994 however in 1995 they were more likely to stay unemployed (Pu, = 0.530) than to exit to employment (Pue = 0.326). Those with no benefits were more likely to leave unemployment for a job (with exit probabilities of 0. 480 and 0.521 in 1994 and 1995, respectively) than to stay unemployed or leave the labour force. Hence, the average person receiving unemployment benefits and the average person registered and not receiving benefits was more likely to leave unemployment for a job whereas the average person receiving social assistance was more likely to stay unemployed. Do these transition probabilities imply that social assistance is having a negative disincentive effect and that unemployment benefits are not? Is it the level of the benefits that is having this effect or is it the characteristics of the people that are "selected" into these three categories that are driving the resulting transition probabilities? Could it be that, on average, the people receiving social assistance are less likely to obtain a job than someone receiving unemployment benefits because they are less qualified or simply have less desirable characteristics for the employer's viewpoint? In order to tease apart these two effects, one would need data on the level of benefits in each scheme as well as the characteristics of the people. 26
Unfortunately the LFS does not collect information on the level of benefits the individuals or households receive from UB or SA. However, we do know from the Tables 1 and 2 that families with more children tend to receive relatively higher social assistance benefits. Obviously families with more unemployed will tend to receive more unemployment benefits, and perhaps significant social assistance. Finally families with a large number of pensioners will tend to receive more pension income than families with a smaller number of pensioners. Hence, these household/family variables can be used as proxies for the relative level of the UB and SA (and pensioner) benefits among households. We can then test the extent to which an unemployed person's demographic characteristics vs. his/her household characteristics (proxies for benefit levels) determine the probability of leaving unemployment for a job (or out of the labour force).
We have shown in Section 5.2.2 that personal and household characteristics and the duration of the unemployment spell play an important role in determining which benefit scheme a person is on. Hence we can see whether the characteristics which determine benefit identity also determine transition probabilities and hence explain the overall average transition probabilities above.
We proceed by estimating individual transitions out of unemployment (the hazards) with multinomial logits (exits to employment and out-of-the labour force) using essentially the same right hand side variables used in the benefit function. We have included two higher order terms of duration since hazards are sensitive to the specification of duration. 27 Table 11 provides the means, coefficients and marginals for the exits from unemployment to employment for 1994 and 1995 and Table 12 provides the same information for exits from unemployment to out-of-the labour force. The estimated coefficients for the transition from unemployment to employment in Table 11 lead us to conclude that demographic characteristics are not a stable determinant of exits from unemployment to employment. Whereas age matters in 1994, it does not in 1995. Education is not significant in either years and only one marital status-gender variable is important in one year. This would suggest that it is not the characteristics of the unemployed people that determines whether or not they get a job -i.e., both educated and uneducated, young and old, men and women, married or not have similar chances of finding employment. What is important is the structure of the household: Those with relatively more dependants, unemployed and retired persons are less likely to leave unemployment for employment (and more likely to remain unemployed). Since these are higher benefit families, it would seem that the household income is having an "income effect" on the unemployed individual. Moreover, since there is a negative duration effect and individuals with longer unemployment spells tend to be receiving SA, this could lead us to suspect that the level of household SA benefits is having an income effect (work disincentive effect) on the unemployed individuals.
The estimated coefficients and marginals in Table 12 indicate a similar finding in that the demographic variables do not play much of a role (except for age in 1995) and the duration variables are very important in determining the outflows from unemployment to out-of-the labour force. The longer term unemployed are less likely to leave the labour force. However, this time, the household composition variables are not important. Hence whether or not a person is more or less likely to receive SA or UB benefits does not affect the probability of exiting the unemployment pool to out-of-the labour force. We conclude that none of the variables that were important for explaining exits to a job are important determinants of exits to out-of-the labour force.
HI. Summary conclusions
A social safety net must balance income support while still providing sufficient incentive to work for those who have a capacity to do so. In this paper we 27 We tested for specification using the log likelihood ratio test with duration entered up to the power of four and found that the specification with duration up to the power of three was best fit by the data. have presented the structure of the social safety net and tried to measure its incentive effects. We conclude that the unemployment benefit system in place today is parsimonious by European standards, allowing for six months of non-taxed benefits at replacement rates of 60% and 50%, and a maximum benefit that is 1.8 times the minimum living standard (MLS). One would surmise that the recent expansion of eligibility criteria to include once again people who have worked at home, taking care of family members, should increase the numbers registering for benefits in the district Labour Offices. However, as of the middle of 1996, there has not been a visible increase in the proportion of unemployed with unemployment benefits in the administrative data. Nor is there any evidence in the Labour Force Survey data of an increase in the proportion of unemployed people on unemployment benefits. On the other hand, the structure of the social assistance and social support systems -despite many recent changes -exhibits many problematic signs in terms of the implied incentives for the recipients. The system has moved in the right direction by increasing the number of benefits that are means tested, but the level at which the MLS is set is relatively high, especially for families with many children. The MLS for a one member household exceeded the minimum wage in 1995 and 1996. The MLS for a family of four (with two children) which had exceeded the economy-wide average wage prior to 1995, was 15% below the average wage in 1996. The relatively high standard means that a) targeting is not as narrow as might be desired; b) social transfers represent a non-trivial part of the income for families with children and c) the scheme might have a serious work disincentive effect. However, the fact that able bodied people are required to register at the unemployment office, and accept jobs offered to them, is a mechanism that prevents some free riders.
In an attempt to improve the financial strength of the pensions system, the Pension Insurance Bill, which came into effect January of 1996, has introduced incentives and regulations for individuals to remain in the labour force rather than retire early or even at the statutory retirement age.
Do the unemployed people receiving unemployment benefits (UB) have different characteristics from those receiving social assistance (SA) or no benefits (NB)? The answer to the question, based on Labour Force Survey data, which has its shortcomings, is yes. An unemployed person is more likely to receive unemployment benefits (compared to no benefits) if he/she is younger, more educated, single, with shorter unemployment spells, living in districts with higher unemployment rates, and having a relatively high proportion of his/her members in the household be unemployed or dependants. One is more likely to be a social assistance recipient than a non-recipient if one is older, less educated (only in 1994), has longer unemployment spells, and has proportionately more dependants and unemployed members in the household. Since the SA package is more advantageous for families with many children this finding is not too surprising.
Who are the people most likely to leave unemployment for a job? Our logit estimates show that it is not those with relatively more dependants, unemployed and retired persons in their households. They are less likely to leave unemployment for employment (and more likely to remain unemployed). Since these are also the characteristics that increase the probability of receiving social assistance and in turn determine how high the benefits are, we may conclude that the social safety net is indeed having a disincentive effect. People with large families tend to be on SA and staying unemployed for longer spells.
Appendix: The concept of income for the purpose of means testing
For the purpose of establishing eligibility for the means-tested social support benefits and social assistance benefits, a household is considered as a single entity and incomes of all the household members are added together. The household is defined as a single person, married or non-married couple (the latter under the condition of permanently living together and sharing the common household expenses for at least a year), or parents (persons replacing them) and dependent children living in a common household. Grandparents and other household members, except parents and their children, are not included. The only exception is the benefit to cover housing expenses: all persons permanently residing in a flat are considered jointly for the purpose of means testing without any further conditions.
The income for the purpose of means testing includes these broad categories: 9 income from any activity (both dependent and self-employment) which is subject to the income tax, net of this tax and general social insurance, health insurance and contributions to the state employment policy 9 all returns from property (including royalties etc. and capital gains from a property sale) and capital (including interest rates), net of taxes and general social insurance 9 sickness benefits and pensions 9 unemployment benefits 9 when testing for the social assistance benefits also any welfare benefits (e.g. parental allowance 9 other minor benefits (such as income of conscripts, student stipends, etc.).
The draft principles of the new Law on Social Assistance which are currently discussed by the government foresee also property testing for deciding the eligibility for the social assistance benefits. It has been proposed that both immovable and movable property would be regarded, except for a customary household equipment. Movable property would not be regarded during the first six months, and immovable property sale or lease should not lead to the loss of acceptable housing. In the current system, property is not considered for the purpose of means testing.
